This paper describes how Latin America and the Caribbean has been integrating financially with countries in the North and South since the 2000s. The paper shows that the region is increasingly more connected with the rest of the world, even relative to gross domestic product. The region's connections with South countries have been growing faster than with North countries, especially during the second half of the 2000s. Nevertheless, North countries continue to be the region's principal source and receiver of flows. The changes reflect significant increases in portfolio investments, syndicated loans, and mergers and acquisitions. Growth of greenfield investments has been more subdued after the initial high level. Greenfield investments in the region have been in sectors in which the source country has a comparative advantage, not where the receiver country has an advantage. Mergers and acquisitions have been in sectors in which the receiver country has a comparative advantage.
Introduction
Developing South countries have been gaining space in the global economy and in global finance, both as senders and as receivers, as is documented in the recent Flagship Report (de la Torre et al., 2015) . have increased substantially as well, in some cases more than flows to the North, reflecting a higher degree of connectivity among the countries of the region.
What is behind these patterns of integration? Although higher GDP growth explains much of the growth, the data indicate that LAC countries have become more important in the global financial transactions even relative to GDP. The patterns reflect large increases in portfolio investments, syndicated loans, and M&A flows, the types of investments that experienced the highest growth rates.
Greenfield investments grew less than other flows in recent years, but these cross-border investments were already well established at the beginning of the 2000s, especially between LAC countries and elsewhere in the South. The different growth trajectories across types of investments may reflect the fact that, as LAC has become more developed, investors have become more comfortable conducting more arm's length transactions and shifting to other types of contracts that require less or no actual production in the target countries (providing loans and purchasing securities rather than opening a foreign plant).
The growth of LAC's connections with the rest of the world has been due to an increase in both the number of new connections (extensive margin) and the intensity of preexisting connections (intensive margin). For portfolio investments, the intensive margin explains almost all of the growth in cross-border holdings. In contrast, for syndicated loans, M&A, and greenfield flows, the extensive margin plays a more important role, especially in the connections between LAC and countries in other South regions and within LAC countries. North-LAC links were already well established in the 1990s;
the intensive margin drove their growth.
The patterns above are partly explained by the dynamics of trade flows. Greenfield investments and trade seem to be complements: countries in the North and South invest in the same sectors in which they have a relative comparative advantage, not necessarily in the sectors in which LAC has a relative comparative advantage. This complementarity is also observed in South-LAC flows of syndicated loans. It is not observed in M&A flows and North-LAC syndicated loans flows. In these cases, foreign investments have gone to sectors in which the receiver country has a comparative advantage.
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The rest of the paper is organized as follows. Section 2 describes the data. Section 3 shows the main patterns of financial integration of LAC with the North and the South. Section 4 analyzes how much of the expansion in LAC's global connections is due to the growth in the number of new connections. Section 5 explores the relation between bilateral trade and financial flows. Section 6 concludes.
Data
To analyze LAC's patterns of financial integration, we assemble a comprehensive dataset covering bilateral data on portfolio investments and sector-level cross-border transactions (FDI and syndicated loans) between LAC countries and the rest of the world. 4 For portfolio investments, we work with the For syndicated loans, we use Thomson Reuters' SDC Platinum transaction-level data for 1996-2012 covering 111 source and 183 recipient countries, which is also aggregated to the bilateral country level.
Because the CPIS data are on stock holdings, the estimates on portfolio assets are much larger than the estimates on syndicated loans, M&A, and greenfield investment, which are based on annual transactions. Therefore, these different datasets cannot be compared in terms of size. Nonetheless, the overall patterns on their evolution across and within the different types of financial assets are still informative.
4 Appendix 1 provides a comparison of the new bilateral dataset assembled with the more standard aggregate balance of payments data on gross capital flows. 5 The CPIS covers portfolio investment securities held by monetary authorities but not their reserve assets. The central banks of many LAC countries (such as Brazil, Chile, Colombia, and Costa Rica) classify all their foreign securities as reserves assets. In these cases, the CPIS database does not cover the investments made by the central banks. Central banks from other LAC countries (such as Mexico, Panama, and República Bolivariana de Venezuela) do not classify all their holdings as reserves assets. For these countries, the CPIS survey covers all their holdings that are not reserves assets. As a consequence of these differences, the figures presented in this paper may be lower than LAC countries' actual holdings in the rest of the world.
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In addition, to study the link between trade and financial flows in LAC we explore the sectoral dimension of the different datasets. forestry, and fishing; mining; crude petroleum and natural gas; manufacturing of food, beverage, and tobacco; textiles and apparel; wood and paper related products; manufacturing of refined petroleum and related; chemicals and plastics; non-metallic minerals; metals; machinery and equipment; transport equipment; utilities and infrastructure; and other manufacturing. 6 The M&A dataset at the sectoral bilateral level contains 21,199 observations, while the greenfield and syndicated loans datasets encompass 31,925 and 39,386 observations, respectively. Of these observations, 2,635 involve a LAC country (as a sender or a receiver) in the M&A dataset, 3,598 observations in the greenfield dataset, and 3,970 in the syndicated loans dataset.
We also obtain information on gravity control variables at the bilateral level. In particular, we gathered country-pair information on the geographical distance between countries (from CEPII's GeoDist database), differences in latitude and longitude (calculated based on data from the CIA World Factbook), differences in time zones, whether they share a common language (CEPII's GeoDist database), whether they have a common legal origin (from La Porta et al., 1998) , and whether the receiver (sender) country is (or have been) a colony of the sender (receiver) (from CEPII's GeoDist database).
6 It is worth pointing out that that we do not explore the data on the broadly defined services sector -SIC codes and [5000-9900) -because of the lack of trade data in services at the same level of aggregation. Hence, we drop all transactions with a classification in one of the following sectors: financial intermediation; public sector; and other services.
7
As pointed out above, in this paper, the North comprises the G-7 and Western European countries, whereas the South includes all other economies. 7 In order to assess whether the patterns of financial integration of LAC countries differ from those of other South countries, throughout this paper we split the South into LAC and non-LAC countries.
The Role of LAC in International Financial Transactions
Although the existing literature has already described how the South has been gaining space in global finance, little is known about the role that LAC countries have played in this process. As mentioned above, South countries have broadened and deepened their connections not only with North countries, but also with other South countries. LAC has participated in this trend as well, though at a lower rate relative to Asia. In fact, across all different types of transactions, LAC has been gaining ground over time, both as a receiver and a sender of these transactions. Table 1 Flows within LAC countries have also increased substantially, in some cases more than those to the North, reflecting a higher degree of connectivity among countries in the region. Portfolio Because the patterns documented thus far are expressed in constant dollars, they might be driven by the fact that the real economic activity has been growing relatively fast in LAC countries.
To account for this possibility, To explicitly separate between the growth of the extensive and intensive margin, we measure how much of the growth of the financial transactions is due to the establishment of new connections. Table 2 shows both the evolution of the flows for different regions with respect to LAC and the share of the increase in these flows that is driven by new connections relative to the initial period (for each type of flow) and the previous period. To capture the growth in the extensive and intensive margins more formally, Tables 3 and 4 show the results of regressions that include source and receiver fixed effects and gravity controls. The extensive margin regressions (Table 3) are Probit regressions where the dependent variable is an indicator variable that takes the value of 1 whenever there is a bilateral positive flow between the two countries involved, and 0 otherwise. These regressions include gravity control variables which help explain different levels of financial flows between each country pair based on their geographic distance, differences in latitude and longitude, differences in time zones, whether they have a common language, whether they have a common legal origin, and whether the receiver (sender) country is (or has been) a colony of the sender (receiver). The regressions also control for source-and target-country dummies, and region-pair dummies (North-North, North-South, North-LAC, South-North, South-13 South, South-LAC, LAC-North, LAC-South, and LAC-LAC). Having controlled for these factors, the regressions measure the trends in financial connections across regions. Table 3 also reports the results of a two-tailed P-value test for the differences between these trend coefficients to analyze if LAC countries have been integrating faster than other South countries in the financial network (both as senders and receivers).
The regressions in Table 3 show a positive trend for almost all the region pair connections.
The only negative trend is observed in the case of North-LAC flows of syndicated loans, which is consistent with the patterns described in Figure 5 . In addition, for all types of financial investments, the coefficients of South-LAC and LAC-LAC trends are higher than North-LAC ones. 14 This is consistent with the fact that North-LAC links were already well established even at the beginning of the 2000s, as shown in Table 2 . As expected, the gravity controls coefficients show that the probability of a connection between two countries is decreasing on the geographical distance between the countries. On the other hand, the fact that the countries share a common language, have a common legal origin, or have a colony relation, increases the probability of a connection.
The intensive margin regressions (Table 4) are OLS regressions with the log of the bilateral flows (the value of the connections) as a dependent variable. In order to capture the intensive margin, these regressions only include links that were already established in the first period of each investment type. 15 Unlike Table 3 , these regressions use region-region and country-region level data (not countrycountry level) and therefore there is no need to use gravity controls. Table 4 also reports the differences between the trend coefficients (as in Table 3 ).
The regressions of Table 4 show an increase in the value of the preexisting connections for portfolio investments (even in terms of GDP). This is consistent with the results of Table 2 , which
show that the growth in cross-border portfolio investments was driven mostly by the intensive margin.
For M&A, there is a rise in the intensive margin of connections between North and LAC and within LAC countries (even in terms of GDP), but not for links between LAC and other South countries.
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For syndicated loans, many of the trend coefficient are not significant (when measuring in terms of GDP), suggesting that the extensive margin played a more important role. Finally for greenfield flows (the ones that remained almost stagnant), the regressions show a decrease in the value of the preexisting connections (in terms of GDP).
The main result from Tables 3 and 4 is Summing up, although LAC is more integrated with North and South countries, due to an increase of both the extensive and intensive margins, much of this growth seems to be driven by the two largest countries of the region. Within LAC connections, although the role of Brazil and Mexico is still important, other countries of the region do capture an important share of the flows.
LAC's Financial Flows and Trade Flows
The globalization of LAC, which started in the late 1980s and continued strongly during the 1990s, Here we study the role played by the different sectors in the growth of the financial flows to and from LAC countries. In addition, we study the links between trade and financial flows in LAC at the sectoral level. To do so, the data on foreign investments (both M&A and greenfield) and syndicated 16 loans at the bilateral sectoral level are matched with sector-level trade data. As discussed in Section 2, we analyze bilateral data for 14 sectors for which both trade and financial flows information is available. For ease of exposition of the broad trends, we group these sectors into three broad categories: primary, light manufacturing, and heavy manufacturing sectors. The primary sector includes the following sub-groups: agriculture, hunting, forestry, and fishing; mining (coal, metal and mining, and quarrying of nonmetallic); crude petroleum and natural gas. The light manufacturing sector includes: manufacturing of food, beverage, and tobacco; textiles and apparel (including leather);
wood and paper related products. The heavy manufacturing sector includes: manufacturing of refined petroleum and related; chemicals and plastics; non-metallic minerals; metals; machinery and equipment; transport equipment.
19 Figure 11 shows the average flows from and to LAC countries by receiver and sender region, as well as their sectoral composition for different sample periods. 20 Overall, it shows that the increase in financial flows from LAC has occurred both in the primary and in the heavy manufacturing sector.
In contrast, the growth in financial flows to LAC has been mostly driven by the primary sector. The regressions in Table 5 
where Xi,j,t refers to the exports of country i, in industry j, in period t.
The dependent variable is specified as log(1+flows), in order to explicitly account for the large number of observations equal to zero. All regressions control for both fixed source-and host-country effects. The regressions also include sector dummies and gravity controls. Moreover, we separate the source of the flows in North and South (including LAC) countries.
The extensive margin regressions in Table 3 showed that the geographical distance affects negatively the probability of establishing a connection between two countries. In Table 5 , the negative relation between financial flows and distance holds only for flows from North countries. For flows from South countries (including LAC), distance seems to have no effect in the value of the flows. This seems consistent with the fact that South countries send the majority of their flows to the North (de la Torre et al., 2015) . Similarly, in Table 3 we showed that the probability of a connection between 18 two countries is positively related with the fact that the countries share a common language or have a colony relation. The estimates of Table 5 , however, do not show this positive relation for syndicated loans and M&A, suggesting that colony relations and common language affect the extensive but not the intensive margin. 21 For greenfield flows, while the colony relation affects positively the amount of the financial flows, common language plays no role. Finally, similar to the results of Table 3 , the estimates of Table 5 show that sharing a common legal origin increases the volume of the financial flows in the three types of investment.
The estimates of Table 5 show that, even after controlling with gravity variables for common factors that can jointly drive trade and lending decisions, countries in both the North and South (including LAC) invest more in those countries with which they have greater trade flows (measured as the sum of exports and imports). This positive relation appears in all three types of investment considered: syndicated loans, M&A, and greenfield.
Regarding the sectoral allocation of trade and financial flows, Table 5 Using interaction variables for the cases when LAC is a receiver, The estimates at the bottom of Table 5 show the relation between capital flows and the RCA for LAC countries (the sum of the RCA and the interaction coefficients). For greenfield investment, the results indicate that North and South countries invest in LAC in the sectors in which they have a comparative advantage, not necessarily where LAC has a comparative advantage. In the case of M&A flows, foreign investments have gone to sectors in which the receiver LAC country has a comparative advantage. For syndicated loans, the evidence is mixed, depending on the source of the flows.
Summing up, the evidence suggests that LAC's comparative advantage seems to have helped attract syndicated loans and M&A but not greenfield investments. As described in Figure 11 , greenfield flows to LAC countries from both the North and the South are substantially tilted toward heavy manufacturing, a sector in which (overall) LAC countries do not have a comparative advantage.
Conclusions
This paper offers new evidence on how LAC has been integrating financially with both the North and the South. In addition, the paper studies to what extent this process of financial integration has been related to trade flows.
LAC countries are increasingly more connected with the rest of the world, both as senders and as receivers. Although the largest increases took place in LAC's investments abroad, LAC still receives more investments than it sends to other countries. Moreover, LAC's connections with other South countries have been growing faster than with North countries, especially during the second half of the 2000s. Although this growth has increased the participation of South countries as a source of resources to LAC countries, the North continues to be by far the principal source as well as receiver of the flows to and from countries in the region. The financial flows within LAC countries have also increased substantially, in some cases more than those with the North, reflecting a higher degree of connectivity among countries in the region.
The patterns in this paper are explained by a rapid increase in portfolio investments, syndicated loans, and M&A flows, but not by greenfield investments, which were already large in the early 2000s, the beginning of our sample period. That is, the growth in LAC's financial connections with the rest of the world has been driven by an expansion in the connections that are more arm's length. These What do the patterns documented in this paper mean for policymakers, researchers, and practitioners interested in LAC? Although inevitably speculative in nature, the broad set of stylized facts presented here leads to some conclusions and conjectures, but also raises several questions.
First, the observed dynamics of financial flows shed some light on where the future expansions might be. The patterns suggest that LAC is gaining ground in the types of investments that are more arm's length. Therefore, facilitating the financial contracting environment might ease further expansion in these investments, to the extent North and South countries are more willing to invest in LAC in new instruments. The expansion in LAC's financial transactions might take place even when LAC is more financially connected to the rest of the world than in the real side, in particular because LAC's financial connections with the South and other LAC countries are still small relative to the investments that LAC has received from the North.
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Second, and related to the point above, LAC has received more flows than it has sent abroad.
One could argue that at some point these trends might change, and the more rapid increase of LAC's investments abroad might be evidence of this shift. In net terms, the patterns observed so far are the counterpart of the persistent current account deficits run over the years by many countries in the region. To the extent that these deficits are reduced, the net capital inflows into LAC will diminish.
And to the extent that what LAC has borrowed will have to be repaid, the investments into LAC are likely to stabilize. Furthermore, as LAC becomes richer, it will invest more abroad. This is particularly the case vis-à-vis the North, with which the growth differentials are more consistently positive in LAC's favor.
And third, the recent expansion in capital flows between LAC and South countries has occurred to a significant degree due to an increase in the extensive margin. That is, LAC is connecting more with other LAC and South countries. To the extent that these new connections are stable and countries learn to invest in each other, it is possible that the growth in the intensive margin deepens over time, following this growth in the extensive margin. Namely, countries might invest more and more in the links that have already been established, especially if there is dynamic learning in these connections. For FDI (M&A and greenfield flows), the two databases can be compared directly. Appendix Figure 3 shows the total flows to/from North and South (including LAC) countries for each of the two databases.
At the region-year-level, the figure shows a significant positive correlation between the two datasets and similar values for both of them. However, for South countries (both inflows and outflows) the bilateral data seems to overestimate slightly the flows reported in the BoP accounts, possibly because the bilateral data are gross inflows, while the BoP data are net inflows (e.g., the net of inflows and outflows of foreigners). In addition, the greenfield data used reflect announced investments and they may differ from the actual flows recorded in the BoP data. Still, at the countryyear-level, the correlation between the bilateral data and the BoP data is still rather high: 0.89 in the case of outflows and 0.86 in the case of inflows.
For syndicated loans, direct comparison between the bilateral data and the BoP data is not possible, becuase the "other investment" category in the BoP database covers not only syndicated loans but short-and long-term trade credits, loans, currency and deposits (transferable and othersuch as savings and term deposits, savings and loan shares, shares in credit unions, etc.), and other accounts receivables and payables (IMF, 1993) . Thus, syndicated loans enter only as part of the other investment category in the BoP.
For portfolio investments, the BoP database covers transactions in equity and debt securities, while the bilateral database used in this paper (the CPIS) contains information about the holdings of 25 portfolio investment securities (that is, the stock of bilateral investments). In principle, holdings information could be used to estimate the investment flows. However, according to the CPIS guide, flows reflect changes associated with both transactions and other flows (IMF, 2002) . The latter covers changes that are recognized under three broad sub-categories: "revaluations due to changes in exchange rates," "revaluations due to price changes," and "other changes in volume." The CPIS does not contain enough information to distinguish between transactions and other flows and, therefore, cross-border securities transactions can be derived from the CPIS only with significant noise. These caveats notwithstanding, we compute a proxy for transactions using the CPIS holdings and measure the correlation between this variable and the flows covered in the BoP database. Given that the CPIS database does not have information on revaluations caused by price changes, the proxy variable simply computes the difference between the holdings at the end of the period and the holdings at the beginning of the period. Despite these shortcomings, the correlation between the two variables is significant (0.69 for outflows and 0.82 for inflows).
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Appendix 2. The Effects of the Global Financial Crisis
The was still significant (61%), and much higher than the decrease of flows to LAC (26%). In addition, the contractionary effects of the crisis were more spread over time in the case of the flows from LAC.
The crisis also affected the extensive margin of the cross-border investments, especially for This table shows the evolution of portfolio investments, syndicated loans, M&A, and greenfield cross-border flows and computes how much of the increase is driven by new connections relative to the initial period and relative to the previous period. North countries are the G7 and Western Europe. South countries are all the others (excluding LAC countries). Offshore centers are excluded from the sample. This table shows the different trends for the extensive margin. The regressions are Probit models where the dependent variable is an indicator variable that takes the value of 1 whenever there is a bilateral positive flow (stock) between the two countries involved, and 0 otherwise. The level of data aggregation is country-country level. The regressions include gravity control variables which help explain different levels of financial flows between each country pair based on the geographic distance between the two countries (in logs), differences in latitude and longitude, differences in times zones, whether the receiver (sender) country is (or has been) a colony of the sender (receiver), whether they have a common legal origin, and whether they share a common language. The regressions also control for source and receiver country dummies and region pair dummies. North countries are the G7 and Western Europe. South countries are all the others (excluding LAC countries). Offshore centers are excluded from the sample. Standard errors are cluster by country-pairs. *, **, and *** represent statistical significance at 10%, 5%, and 1%, respectively. 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 The primary sector includes the following sub-groups: agriculture, hunting, forestry, and fishing; mining (coal, metal and mining, and quarrying of nonmetallic); crude petroleum and natural gas. The light manufacturing sector includes: manufacturing of food, beverage, and tobacco; textiles and apparel (including leather); wood and paper related products. The heavy manufacturing sector includes: manufacturing of refined petroleum and related; chemicals and plastics; non-metallic minerals; metals; machinery and equipment; transport equipment. 
